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GENERAT

1. US inclined to favor compdrt fsracli state--The Department
~ of State has informed US Ambassador Douglas in London of its

preliminary and tentative inclination toward = solution of the
Palestine problem through re~drawing the Israeli frontiers _
in order to form a compact and bomogeneous state. The De-
partment also eavisages the possibilities of: (a) setting up
Jerusalem as an international city; (b) transferring most of
the remainder of Palestine to Transjordan with population
ezchanges where necessax ; and (¢) entablisking a customs
union between Israel and T ansjordan, with a mutual guarantee
of frontiers underwritten by the UN. Meanwhile, the Depaxt-
ment has instrucied Douglas to nform the UK Foreign Office
that the US welcomes the British desire to concert the views
of both goveraments on Palestine and hopes that 2 common
policy may be svolved. Douglas 1s {o say that the US shares
the reluctance of the UK o resort fo sanciions in achieving
a setilement and agrees to the necessity for extending the _

- present {our -week trce if a solution is not found befors its

expiration.

2. U8 favors re ~onening Haifa oil refinerv--The Department of
State has also informed Deuglas that it shares UK Foreiga
Minister Bevin’s concern over the closing of the important
oll refinery at Paifa. The Department sees no impropriety
in placing the matter befors UN Mediator Bernadotte but
feels that,in accord with the truce, ihe refinery output should
not be used to increase ihe raflitary potential of the belligerents.

EURODE

3. ITTALY: USSR nresses is sue of ship contracts in Kaly--Us
Ambassador Dunn has learned that the Soviet Commercial

Attache in Rome has accused the ¥alian ¥ ozxeign Office of
preveniing the conclusion of Soviet contracts with Xalian ship-
builders. The Halian Foreign Oifice expects the Halian Com-
munists to bring this question to public atiention within aﬁ c'
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(Ci\ Commeni: The lnHan shipbuilding firm, Agsnld,
has reporiedly set excrbitant trices for such (a@nstwctié .
Acceptanecs of these fizures by the USSR would be motivdted
by on¢ or more of the following factors: (@) the vrgency of
Soviet shipping nceds: or {b) the importance to the USZSR% o
pro-Soviet propagend: in Haly; or (c) Soviet hepes for agoly-
ing shipbuilding paymenis to the Malian reparatisns ACCH Nt
of the U3SR.) 1—

AR EAST

CAmA: Cormamunists may face savere food shortages--G o
Consul Gener:1 Mulkden reports that the Chinese C omxow ists
in Manchuriz will be fnced with severe food shortnges curing
the coming winter. The Consul declares that a 713 chzert er
who recently ‘lew over the rich central Manchurian pliaty:
between Multden and C hangehun eaw no cultivation there. e
further indicates that sven if the Cormmunists kave iarg@§ ZrraE
stores, the failure to cultivate available farm land will i directly
place 2 greal sirain upon Coramunist trangportation and y7i'll
slow down Communist military operations, thus Affording the
Nationalists a breathing spell. : {

- (CIA Comment: Althcugh reported food shortages raay
possibly slow down Ceraraunist military operations, CE&% '
leves that the suppiy Jifficuliies facing the Nationalists 2
at least as serious as thoss confronting the Comswnists nd
that there will be no inmediate change In the course of the
civil conflict in Manchuria.) : %
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THE AMERICAS

5. ARGENTINA: Governraen: may face a crisis--Uf £ mbessedos
Bruce reports that te Peron administration is avare tha* it
may soon be facing ¢ crisis resulting from the acaie doyur
shortage and chaotic finanria’ end economic sitritdon. Blace
believes that if Peroa wern ovartarown, such 1 :tion worl
probably be taken by the army. :

(CIA Comuaent: CIA kelieves that the atmiosphera of
crisis precipiiated by /rgeatine disappointmen: yier faili 7o
o receive expacted dollart from ECA purchases will net ro-
sult in an overthrow of the prasent Government. Peron Wil
probably be forced to r2ly more keavily on army support,
and it is probable th:t propagands will be increaningly Giyectal
against the US as the scapegoat for Argentin:’s present d ffi-
culties.) |
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